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SUB J : INTEREST RATES RAISED IN FURTHER ROKG ACTIONS TO 
COPE WITH GROWING LIQUIDITY 

REF: SEOUL 5696 

SUMMARY: INTRODUCING THE FIRST SIGNIFICANT REVISIONS IN 
THE OFFICIAL INTEREST RATE STRUCTURE SINCE 1972, THE ROKG 
MINISTRY OF FINANCE HAS ANNOUNCED FURTHER POLICY MEASURES 
TO COPE WITH GROWING LIQUIDITY AND TO IMPROVE SAVINGS 
PERFORMANCE. OTHER MEASURES INCLUDE THE STAGED ELIMINATION OF 
THE AUTOMATIC RETENTION REQUIREMENT FOR PRIOR IMPORT DEPOSITS 
AND THE REINTRODUCTION OF LOANS FUNDED FROM FOREIGN EXCHANGE 
RESERVES FOR IMPORTS OF CAPITAL EQUIPMENT BY EXPORT INDUSTRIES. 
END SUMMARY 
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1 . MARKING THE FIRST SUBSTANTIAL REVISION OF THE OFFICIAL 
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INTEREST RATE STRUCTURE SINCE 1972, THE ROKG MINISTRY OF 
FINANCE HAS ANNOUNCED UPWARD REVISIONS FOR A BROAD RANGE OF 
LENDING AND DEPOSIT RATES EFFECTIVE AUGUST 2. THE NEW STRU- 
CTURE ALSO INTRODUCES DIFFERENTIAL RATES FOR PRIME BORROWERS 
AND FOR TERM LOANS OF LONGER MATURITIES. IN OTHER MOVES, MOF 
FURTHER EASED IMPORT DEPOSIT REQUIREMENTS AND AUTHORIZED 
$100 MILLION FOR LOANS FUNDED FROM FOREIGN EXCHANGE RESERVES 
FOR IMPORT OF PLANT AND FACILITIES FOR EXPORT INDUSTRIES. 

2. HIGHLIGHTS OF THE INTEREST RATE REVISIONS INCLUDE: 

A. LENDING RATES OLD RATE NEW RATE 

(PCT./P.A.) (PCT./P.A.) 


I. SHORTTERM 

ORDINARY COMMERCIAL LOANS 15.5 048.3 17.0 

GENERAL 18.0 

OVERDRAFTS 17.5 PRIME 18.0 

COMMERCIAL BILLS 17.0 PRIME 17.0 

GENERAL 18.0 


II. TERM-LOANS 

LESS THAN 3 YEARS 15.5 17.0 

3 TO 8 YEARS 15.5 18.0 

OVER 8 YEARS 15.5 19.0 


III. SHORT-TERM EXPORT FINANCING 
IMPORTED RAW EURODOLLAR EURODOLLAR 

MATERIALS RATE PLUS RATE PLUS 2.5 

2.5 

OTHER 7.0 8.0 

B. HEPOSIT RATES 


I. TIME DEPOSITS 
3 MONTHS 
6 MONTHS 
OVER 1 YEAR 


OLD RATE NEW RATE 
12.6 15.0 

13.8 15.6 

15.0 L16.2 


II. SPECIAL HOUSEHOLD TIME 
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DEPOSITS 18.0 18.0 


III. SUBSIDIZED LOW-MODERATE INCOME SAVINGS PROGRAM 


2 YEARS 

22.8 

23.8 

3 YEARS 

23.2 

24.2 

5 YEARS 

27.2 

28.2 
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3. PERHAPS AS SIGNIFICANT AS THE CHANGE IN THE RATES 
THEMSELVES, SEVERAL NEW FEATURES WERE INTRODUCED INTO THE 
OFFICIAL INTEREST RATE STRUCTURE. LIMITED FOR NOW TO SHORT- 
TERM COMMERCIAL LENDING RATES, A DIFFERENTIAL RATE HAS 
BEEN INTRODUCED FOR PRIME BORROWERS. MOF OFFICIALS HOPE BY 
THIS MOVE TO ENCOURAGE NON PRIME BORROWERS TO IMPROVE THIER 
FINANCIAL POSITION SUFFICIENTLY TO QUALIFY FOR THE PRIME RATES. 

IN ANOTHER FIRST, HIGHER LENDING RATES ARE NOW AUTHORIZED FOR 
TERM LOANS OF LONGER MATURITIES. WHILE BANKING LAWS HAVE ALWAYS 
PERMITTED LOCAL BANKS TO EXTEND TERM LOANS, THE OFFICIAL 
INTEREST RATE STRUCTURE PROVIDED NO INCENTIVE FOR DOING SO. 

4. ON THE DEPOSIT SIDE, THE LARGEST INCREASE (2.4 PERCENTAGE 
POINTS) WAS MADE FOR 3 MONTH TIME DEPOSITS. THE INTENT HERE IS 

TO ENABLE COMMERCIAL BANKS TO COMPETE MORE EFFECTIVELY WITH THE 
STOCK MARKET AND NON-BANK FINANCIAL INSTITUTIONS FOR SHORT- 
TERM FUNDS. AT THE SAME TIME, DEPOSIT RATES FOR LONGER TERM 
MATURITIES WERE INCREASED BY LESS THAN MOST LENDING RATES T 
IN ORDER TO SLIGHTLY IMPROVE THE NOTORIOUSLY LOW OFFICIAL 
BANKING MARGINS. 

5. SIMULTANEOUSLY WITH INTRODUCING THE NEW INTEREST RATE 
STRUCTURE, MOF ALSO ANNOUNCED SOME FURTHER EASING OF PRIOR 
IMPORT DEPOSIT REQUIREMENTS. THE PRINCIPAL CHANGE RLATES 

TO THE AUTOMATIC 90-DAY RETENTION PERIOD FOR SUCH DEPOSITS 
FIRST INTRODUCED IN FEBRUARY 1975. THIS RETENTION PERIOD HAS 
ALREADY BEEN REDUCED OR ELIMINATED FOR SEVERAL CATEGORIES OF 
IMPORTS. THE EXISTING AUTOMATIC RETENTION REQUIREMENTS WILL 
BE REDUCED BY STAGES BETWEEN NOW AND NOVEMBER 1 WHEN THEY 
WILL BE ELIMINATED ENTIRELY. AT THAT POINT. DEPOSITS WILL ONCE 
MORE BE RETURNED AT THE TIME OF SETTLEMENT (I.E., UPON THE ARRIVAL 
OF THE BILL OF LADING AND OTHER REQUIRED DOCUMENTATION). 

THE DEPOSIT REQUIREMENT FOR SIGHT L/C IMPORTS OF RAW MATERIALS 
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FOR EXPORT USE WAS RAISED FROM 10 PERCENT TO 15 PERCENT AS PART 
OF THE REALIGNMENT OF EXPORT PROMOTION FEATURES. 

6. IN A SEPARATE MOVE, MOF AUTHORIZED LOCAL BANKING INSTI 
TUTIONS TO PROVIDE UP TO $100 MILLION IN LOAN FUNDS FOR 
FINANCING PLANT AND FACILITY IMPORTS FOR EXPORT INDUSTRIES 
OVER THE SECOND HALF OF 1976. SUCH FINANCING FROM GENERAL 
FOREIGN EXCHANGE RESERVES HAD BEEN TEMPORARILY HALTED IN 1975 
WHEN FOREIGN EXCHANGE RESERVES WERE UNDER STRAIN. ACCORDING 
TO MOF FIGURES, TOTAL FUNDS SPECIFICALLY EARMARKED FOR 
FINANCING THIS CATEGORY OF IMPORTS WILL TOTAL $320 MILLION FOR 
JULY-DEC. 1976, INCLUDING EXPANDED FACILITIES FROM THE KOREA 
DEVELOPMENT BANK SUPPORTED BY THE RECENT $80 MILLION BANKERS 
TRUST-MANAGED SYNDICATED LOAN. INDUSTRIAL LOANS FROM ADB AND 
THE WORLD BANK. AN INCREASED CEILING FOR EXPORT INDUSTRY 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


FINANCING FROM FOREIGN BANK BRANCHES AND SOME MISCELLANEOUS 
FUNDING SOURCES. 

7. COMMENT: THE REVISIONS IN THE INTEREST RATE STRUCTURE 
ARE SIGNIFICANT IN SEVERAL RESPECTS. FOR THE SHORT TERM THEY 
SHOULD HAVE AT LEAST MODEST IMPACT IN COUNTERING GROWING 
LIQUIDITY. OVER THE LONGER TERM THEY SHOULD ENHANCE ROKG EFFORTS 
TO INCREASE DOMESTIC SAVINGS WHICH ARE TARGETED UNDER THE FOURTH 
FIVE YEAR PLAN TO RISE FROM 18.1 PERCENT IN 1975 TO 24.9 PERCENT 

IN 1981 AS A RATIO OF GNP. MOST IMPORTANT OF ALL, THEY REPRESENT 
A SHIFT AWAY FROM THE EXTREMELY RIGID INTEREST RATE POLICIES 
OF RECENT YEARS AND SUGGEST THAT THE ROKG INTENDS TO MAKE MORE 
EFFECTIVE USE OF INTEREST RATE POLICY AS A TOOL FOR ECONOMIC 
AND FINANCIAL MANAGEMENT IN THE FUTURE. 

8. THE FURTHER REVISION OF IMPORT DEPOSIT REQUIREMENTS AND 
THE EXPANDED FINANCING FOR CAPITAL EQUIPMENT IMPORTS FOR 
EXPORT INDUSTRIES ARE PART OF A GRADUAL EASING OF IMPORT RE- 
STRAINTS. TAKEN TOGETHER. THE ENTIRE PACKAGE OF MOVES REFLECTS 
ON-GOING ROKG EFFORTS TO ADUST ITS POLICIES TO COPE WITH THE 
EXTRAORDINARY STRENGTH OF CURRENT EXPORT DEMAND AND THE REPER- 
CUSSIONS THIS HAS FOR LIQUIDITY AND TOTAL DEMAND (SEE REFTEL). 

WHILE FALLING SHORT OF BEING THE BOLD. DECISIVE ACTIONS 

THAT MAY ULTIMATELY BE REQUIRED, THESE MEASURES ARE CLEARLY 
A STEP IN THE RIGHT DIRECTION. 

STERN 
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